I. Introduction
Following the commitment of all participants in the Monterrey Consensus to increase the voice and participation of developing countries and transition economies in the Breton Woods Institutions, the issue of governance has come to the fore of the IMF and World Bank. The Monterrey commitment was renewed in the IMFC and Development Committee communiqués of April 12 and 13, 2003, and reflected in recent administrative steps to strengthen the capacity of African constituencies.
Moreover, since 1997, following the Executive Board's approval of the Guidance Note on Governance, the IMF has increased its attention to issues of governance issues among its member countries. The promotion of transparency and accountability are at the core of the IMF's efforts to ensure the efficient use of public resources, as well as the domestic ownership of IMF-supported reform programs. In recent years the IMF has developed instruments to help countries identify potential weaknesses in their institutional and regulatory frameworks that could give rise to poor governance, and to design and implement remedial measures to an extent well beyond what was envisaged in 1997.
With resources of over $300 billion and an expanded mandate, the IMF is possibly the most powerful of all international institutions. In view of its great influence, two questions on the quality of its own governance arise:
1. How to attain the adequate voice and representation of all members in the decisionmaking process of the institution and, 2. Does the IMF meet the standards of transparency and accountability needed to ensure the legitimacy of its decisions, the ownership by member countries of the programs it supports, and the proper use of the public resources at its disposal?
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The views expressed in this paper are strictly personal. This paper draws on earlier work by the author on the subject, particularly "The Governance of the International Monetary Fund," in Providing Global Public Goods, 2002 , edited by Inge Kaul et al, Oxford University Press, and "Reforming the Governance of the Bretton Woods Institutions," in Financing for Development, 2002, OPEC Fund Pamphlet Series, No. 33, Vienna. Since the power structure of the World Bank closely parallels that of the IMF, the fundamental question to be addressed, in this connection, is thus: how can the decisions of these international financial institutions (IFIs) attain political legitimacy and help secure a greater ownership of economic programs without weakening their credibility in financial markets or their efficiency in attaining their policy goals.
To answer these questions, one must first understand the IMF's voting structure and the rules by which it is governed. This requires a review of the role of basic votes and quotas in the determination of the current distribution of voting power, the requirement of special majorities and how they affect political control and accountability.
II. Votes and Decision-making
At the Bretton Woods Conference in 1944 a compromise solution was adopted between two approaches for determining voting power, one that related it solely to members'
contributions or quotas and the other based solely on the legal principle of the equality of states. The compromise reached based voting rights on a combination of the two: it gave each member country one vote for every $100,000 of quota plus 250 basic votes. Basic votes, and the voice in decision-making they gave smaller countries, were also considered to be necessary in view of the regulatory functions of the IMF in certain areas (Gold, 1972) .
But with the nearly thirty-seven-fold increase in quotas since then, the share of basic votes in the total has declined from 11.3 to 2.1 percent, despite the quadrupling of the IMF's membership. This has substantially shifted the balance of power in favor of largequota countries, away from the compromise agreement contained in the IMF's Articles of Agreement that sought to protect the participation of small countries in decision-making.
With the passage of time, inflation and growth have combined to increase the size of quotas, but as the number of basic votes has remained constant, small countries' participation in the total has declined; indeed, the basic votes of original members fell to 0.5 percent of total votes. As a result, today quotas ("shares" in the case of the World Bank) are virtually the sole determinant of voting power, and basic votes have little significance. 2 Consequently, the voice of small countries in discussions has been substantially weakened and their participation in decision-making made negligible. The developing countries have advocated the need to increase the number of basic votes to maintain a better balance in decision-making, to no avail.
Box 1 reviews two extreme options for the reform of the "voting" structure of the IMF.
Box 1. Extreme Options for the Reform of the IMF Voting Structure

One Country One Vote
Applying the principle of the legal equality of states, which is the rule in most international institutions, there would be no weighted voting; all members would have the same say in the affairs of the institution. However, states differ greatly in size and economic power. Thus, if all financial contributions to the IMF were equal, they would have to be set at a very low level -a minimum common denominator-to be accessible to all members. Consequently, the resources of the IMF would be insufficient for it to attain its purposes, which would further reduce market credibility of IMF decisions. This could in turn aggravate the adverse effect of the inadequacy of financial resources on members needing IMF support.
If despite members having equal votes, financial contributions were not equal, (but rather based on the size of their economies), larger countries that make larger contributions, would tend to condition these on the adoption of certain policies, as in the case of the United Nations (UN) and several UN agencies and programs for example UNESCO, International Criminal Court, Kyoto Protocol on Global Warming, etc.). Thus, while politically representative of the membership, the one member one vote principle would not permit the effective functioning of the IMF.
Voting Power Solely Determined by Voluntary Contributions
If a pure market approach were adopted and voting power were based entirely on voluntary contributions, the control of the institution would be in the hands of a small number of rich member countries. Consequently, the system of decisionmaking could not be considered representative of the interests of the membership as a whole. The legitimacy of IMF conditionality and its other policies, recommendations, and regulatory functions would therefore suffer as policies would appear as unlikely to take into account the needs and interests of smaller members and of potential debtor countries.
Two possible lending policies could ensue:
• If the goal of shareholders with a controlling majority were the pursuit of profits, the cost of lending could be sharply increased to discourage borrowing by higher-credit-risk members or more likely, • Loans could be made at "below market" rates of interest, subject to the acceptance by debtors of certain economic and/or political conditions of interest to the controlling members, but not necessarily in the best interests of the borrowers. Of course, the amounts disbursed would be the minimum necessary to attain their policy objectives.
Rather than a rules-based institution of monetary cooperation to which all members could turn to for assistance in dealing with their payments difficulties, such an IMF would simply be a foreign policy tool of the countries in control.
In view of the limitations of the extreme options presented in the Box, it appears that extreme solutions are to be avoided if the IMF is to attain a degree representativeness that 2 In the World Bank a majority of the voting rights are vested in a few industrial countries while the principal stakeholders, the developing countries holding a small proportion of voting power provide most of the World Bank's income through the interest they pay.
would provide the necessary legitimacy and transparency, as well as the market credibility required for international monetary cooperation. This requires voting structures with a fine balance between creditors and potential debtors. To achieve greater representativeness and credibility, certain principles seem to be necessary:
• The institution should not be seen to be dominated by creditor countries. This seems necessary to ensure accountability, representativeness and legitimacy of decisions and a sense of ownership of programs essential to their success.
• Debtor and potential debtor countries should have a considerable voice but not an assured majority in decisionmaking. Leaving aside other considerations, this seems indispensable to secure market credibility of IMF-supported programs.
• Consequently, the total voting power of creditor and potential debtors should be in approximate balance. This would enhance the probability of each case being judged on its merits.
• Contributions to the IMF and access to its resources should be closely related to the size of members' economies.
• The size of the IMF should expand in keeping with the potential need for its resources, that is, related to the expansion of world trade and the growth of international capital movements.
III. Consensus and Qualified Majorities
Most IMF decisions are taken without a formal vote, simply by interpreting the opinion The obvious explanation for the increase is the desire to protect a particular interest that might be affected by such decisions, as decisions subject to a qualified majority can be taken only with the consent of the members having a high proportion of the total votes.
Currently, the United States has 17.35 percent of the total vote, Japan has 6.22 percent, The concentration of voting power in the hands of the major industrial countries ensures that they have a controlling influence on IMF policies. Nevertheless, some of them have, in addition, sought actual veto power, either for themselves or for a few countries with similar interests. The result is that decisions on 18 subjects require 85 percent of the total vote, and can thus be vetoed by the largest member country. Twenty-one other questions must be decided by a 70 percent majority, and can thus be vetoed by the five countries with the most voting power.
Among the issues that the IMF Executive Board must resolve by qualified majority are decisions on quota size, rates of charge, exchange-rate arrangements, matters related to special drawing rights (SDRs), policies on access to IMF resources, payments to the IMF, use of the IMF's gold holdings and reserves, management of the IMF's investment accounts, publication of reports, remuneration of creditor positions, and temporary suspension of IMF operations. Thus, all significant decisions, those related to the size of the IMF and the use of its resources, to SDRs, gold, and the international monetary system are subject to the will of one or a few countries.
Special majorities have been used to block decisions supported by an absolute majority of votes on increases in the size of the IMF (that is, quota increases) and on SDR allocations, sales of the IMF's vast gold holdings, and policies on access to IMF resources. The special-majority requirement has often had the effect of inhibiting even the discussion of important and difficult issues.
Since voting itself is weighted -which favors the industrial countries in decisionmakingspecial majorities should not be necessary. For various reasons, however, the countries that have favored such majorities have not been prepared to do away with them. But even if these are retained, should any one country have the power to veto decisions on 18 subjects, in a multilateral institution for monetary cooperation?
IV. Review of Quota Formulas
Since quotas are the major determinant of voting power in the IMF, any review of the subject must consider the appropriateness of current quota formulas in terms of transparency, of the relevance of variables included and of the weights given to these, and of whether their results reflect the relative positions of countries in the world economy.
The discussion of quotas is necessarily complex since at the time of the Bretton Woods Conference, quotas were assigned several important roles:
• the determination of countries' contributions to the IMF,
• that of access to IMF resources, and
• determination of relative voting power.
The logic of having only one formula for determining these different roles has often been questioned. As Raymond Mikesell (1994) suggests, and in keeping with the well-known postulate of Jan Tinbergen (1952) of having one policy instrument for each policy objective, it makes considerable sense to separate the three functions performed by quotas.
However, since at Bretton Woods the membership saw merit in having contributions and access to resources based on the same formula, such a far-reaching departure from the traditional definition of quotas might make a change considerably more difficult to reach.
The formula developed by R. Mikesell in 1943 had the political objective of attaining the relative quota shares that the U.S. President and Secretary of State had agreed to give the "big four" wartime allies, with a ranking that they had decided: Thus, the United States was to have the largest quota, approximately $2.9 billion; the United Kingdom, including colonies, an amount about half the U.S. quota; the Soviet Union a quota just below that of the United Kingdom; and China somewhat less.
The formula produced by Mikesell to determine each country's quota share, was based on: 2 percent of national income, 5 percent of gold and dollar holdings, 10 percent of average imports, 10 percent of maximum variation in exports, and these last three percentages to be increased by the ratio of average exports/National Income! With variations in the weight given to these variables, and some changes in the definition (e.g., GDP for N.I.) of the main variables, the IMF continues to use the original formula to determine quota shares, which is combined with four others that give different weights to the same variables. An element of discretion is used in selecting the formulas to be applied in each case, for determining members' quotas and other considerations come into play. Consequently, the determination of quotas lacks transparency and over the time has become increasingly unrepresentative of the relative importance of member countries economies.
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Not surprisingly (see Table 1 ), current quotas do not accurately represent the actual sizes of economies, their ability to contribute resources to the IMF or their importance in world trade and financial markets. Moreover, as quota increases over the years have been predominantly (70 percent) across-the-board or equiproportional, a large element of inertia has tended to perpetuate the initial quota structure. While current quota formulas are difficult to defend by any reasonable criteria, strong vested interests make change difficult. The main reason for the difference between GDPs based on purchasing power parity (PPP) and those based on market exchange rates is that the use of market exchange rates substantially underestimates the GDPs of developing countries. This is because in developing countries the prices and wages prevailing in the tradable goods sector are higher than those in the non-tradable goods sector, a phenomenon generally not found in developed countries. As long as the non-tradable sector represents a substantial part of the economy, the valuation of this sector at market exchange rates pulls down the valuation of this sector below its valuation at PPP-based rates. Therefore, to a large extent, when the method of GDP conversion is chosen, the distribution of quotas is substantially determined.
Since the weakness of the available PPP-based GDP data in some countries is no worse than that of some of other data used in the calculations, the goal should be to work toward its improvement instead of its abandonment. The instability and large variations in exchange rates introduce distortions in GDPs when converted at market exchange rates i.e. the 40 percent variation in the €-US$ exchange rate over the last two years. There are very large discrepancies between GDP estimates based on market exchange rates and those PPP-based estimates; but if all estimates have statistical problems and one measure favors one group while another favors another, as a minimum, would it not be reasonable to consider using both, perhaps averaging them?
V. The Size of the IMF
The first question to address would be the adequacy of IMF resources relative to the tasks it has been assigned, that is, is the size of the IMF, the sum total of quotas, adequate to enable it to fulfill its mission?
Recall that this mission includes: In this regard, the first thing to note is the sharp decline in the size of the IMF relative to world trade that took place over the last half century (see Table 2 ). It would seem that countries with the largest quotas, the creditor countries, have opted to limit their contributions to the IMF. 5 And, since the severity of the adjustment required tends to be a function of the amount of financing available, as financial support has declined, the adjustment process has become more severe and the rate of compliance with IMF programs has fallen . Therefore, the limited resources available to the IMF aggravate the contractionary nature of most adjustment programs it supports.
Moreover, this decline took place at a time when the importance of capital market flows to emerging market economies rose sharply and their volatility made recipient countries increasingly vulnerable to crises of confidence. 6 This volatility gave rise to reverse flows that frequently led to the emergence of financial crises, where exceptionally large and timely support was required to prevent the crisis and the ensuing recession.
Currently, the resources and access rules of the IMF do not allow it to provide sufficient financing to its member countries suffering from large trade imbalances or from volatile capital movements. Contrary to the purposes of the IMF, as set out in Article I of its Articles of Agreement, neither do they allow members to adjust without resorting to a sharp reduction in aggregate demand, leading to an economic downturn.
As we have seen in the Mexican, Korean, and many other crises, IMF resources proved inadequate both in providing the support required by countries that come under speculative attack and in allowing them to "avoid measures destructive of national and international prosperity." IMF resources have had to be supplemented from other sources, with a resulting increase in complexity, delays, and, at times, unwarranted conditionality demanded by certain creditor countries participating in the financial rescue (Feldstein, 1998) . In most cases, the countries affected have suffered massive currency depreciation, followed by a deep recession and often a banking crisis (the result of a wave of bankruptcies) while their trading partners faced substantial losses in exports to them. 5 This because of the decline in the size of the IMF's resources and of the high costs of a crisis for countries that suffer them. I do think it is necessary to enter into a discussion of the "moral hazard" argument against increasing quotas. 6 The volatility of capital flows to emerging market economies is a multiple of that faced by developing countries or industrial countries (see IMF, 2001 , "SDR Allocation in the Eight Basic Period-Basic Considerations). It is in the best long-term interest of the IFIs that they reconcile countries' own objectives with the wider interests of the international community. This will not happen as long as decisions are made by a small group of industrial countries, the G-7, meeting outside the IMF. Furthermore, the current power structure, with a single country in a dominant position, undermines the IMF's accountability for its decisions and recommendations.
VI. On Reforming the Governance of the IMF
Is the reform of the governance of the IMF possible? Or rather, to what extent will the IMF be reformed?
7 Discussing the IMF governance a recent study (Nayyar, 2003) Reform is also required, among other things, to increase transparency of decision-making in the appointment of the IMF's Managing Director 9 . It is required, as well, to give a voice in policy discussions to certain groups of virtually disenfranchised countries, particularly African and other low-income countries.
The greater participation of borrowers in decision-making is increasingly perceived as essential for the ownership of Fund-supported programs, which in turn, is required for their success. Recent discussions on the reform of conditionality and the creation of an
Office of Independent Evaluation in the IMF may be seen as recognition of this need.
The Elements of Reforming Governance
What elements should a reform of the governance of the IMF include? While such reform is a political issue, experience suggests that certain elements should be addressed if reform is to succeed:
Restructure the Executive Board
Representation on the Board could be regulated so that an increase in the number of Directors representing developing countries is matched by a corresponding reduction in the number of Directors from industrial countries. The region with the greatest number of representatives on the Board is Europe, which currently holds eight chairs, and a vote some 82 percent greater than that of the United States, (while the GNP of the European Union is smaller than that of the United States). Thus, Europe would seem to be the obvious candidate for a substantial reduction in the number of votes and chairs it holds (see Table 3 ). Such a reduction, accompanied by an increasing representation of developing countries, would go far to redress the unbalanced representation of the Board. 2. In addition, the ECB shall be invited to send a representative to meetings of the Executive Board on agenda items recognized by the ECB and the Fund to be of mutual interest for the performance of their respective mandates.
3. At Executive Board meetings, the representative of the ECB will have the status of observer and, as such, will be able to address the Board with the permission of the Chairman on matters within the responsibility of the ECB.
4. The Fund shall communicate to the ECB (i) the agenda for all Board meetings and (ii) the documents for the Executive Board meetings to which the ECB has been invited.
5. The decision shall become effective upon receipt by the Fund of a certification by the ECB that it will preserve the confidentiality of all information and documents communicated by the Fund to the ECB, as specified by the Fund, and that any such information and documents shall be solely for the internal use of the ECB.
6. This decision shall be reviewed before January 1, 2000.
Decision No. 11875-(99/I), December 21, 1998
EUROPEAN CENTRAL BANK-OBSERVER STATUS-EUROPEAN UNION ACCESSION COUNTRIES
It is understood, for the purposes of paragraph 2 of the Decision on the Observer Status of the European Central Bank (ECB) (Decision No. 11875-(99/1), adopted December 21, 1998) , that the ECB shall be invited to send a representative to meetings of the Executive Board on Fund surveillance over the policies of, and to meetings of the Executive Board on use of Fund resources by, members that are accession countries to the European Union, provided that there is no objection from the member concerned.
Currently, the following members are accession countries to the European Union:
Bulgaria, Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, Slovak Republic, Slovenia and Turkey.
The Executive Board will be informed by management, after consultation with In order to be able to give adequate attention to the needs of the countries it represents, perhaps no Executive Director should represent more than, say, 10 countries. In addition, the staff in the offices of Executive Directors that represent more than one country should be increased significantly, in proportion to the number of countries represented. These measures would permit Directors representing large constituencies to play a more active and effective role in policy discussions.
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While important, a stronger voice at the Board for developing countries is not by itself sufficient; to be effective it must be accompanied by increased votes.
Revise Quota Formulas
To improve the proposed formula, overall quotas should be related to world trade and capital movements, or to world GDP. A first approach would be to ensure that the size of the IMF not fall below an agreed proportion of world trade or of world GDP. Note that total IMF quotas have fallen from 58 percent of world trade in 1944 to about 4 percent today. Simply establishing a ratio of say 15 percent of imports would more than treble IMF resources. This would enable it to reduce the costs of adjustment to members, making the institution far more relevant to their problems. Total quotas could be adjusted more or less automatically at three yearly intervals to keep them from lagging behind the growth of the world economy. Additionally, total capital flows to prospective borrowing countries could also be considered in determining countries' potential need for IMF support. Basic votes should be increased to an agreed proportion of total voting rights, and, in future, should rise in the same proportion as total quotas. The increase in the share of basic votes, since it favors smaller members and reduces the relative position of the larger economies, is a potentially divisive issue for the developing countries themselves. To be acceptable to developing countries as a whole, it would have to be accompanied by a significant increase in the quotas of the larger developing economies through the revision of quota formulas.
Restore the Role of Basic Votes to their Original Function
Use PPP-Based GDP Estimates in Quota Formulas
Using PPP-based GDP estimates in formulas would avoid the current underestimation of the economic size of developing and emerging market economies. This should also help correct their under-representation on the Board. Increasing the stake of developing countries in the IMF should substantially increase their contributions, consistent with their ability to contribute, and lessen the concern of current creditor countries about the risk of IMF lending.
VII. Concluding Remarks
Since the distribution of power is a political issue, a realistic approach to the quota formula issue might begin with finding an overall outcome that may be acceptable to both developed and developing countries and then work backward to define precisely how it could be reached (i.e., the weight to be assigned to the two components of voting powerbasic vote and quotas-that would produce the desired result). While this may appear to lack objectivity, it is probably the only realistic approach and would be far from unprecedented.
Will the European Union and other industrial countries that hold a privileged position be prepared to yield part of their power to the broader membership of the IMF and the Bank? There are strong vested interests against, as well as sound political and economic reasons for their doing so. Much has changed in the political map of the world since 1945. As a number of former colonies became sovereign countries, and the Soviet
Union gave way to a number of independent economies in transition, the membership of the Bank and the IMF has expanded from 45 to 184 countries.
The structure of the world economy has also changed considerably since the Bretton Trade has grown beyond expectations and as official credit flows have declined, the growth of private international financial markets has soared. Vastly expanded international capital markets have created new opportunities but their volatility pose difficult challenges that the IMF is currently ill equipped to address, except at an enormous cost to the countries.
In the face of the major transformations in the global economic and political order, the IMF needs a more representative and transparent decision-making process to increase its resources and enhance its democratic legitimacy. If globalization is to work for the benefit of all countries, the recognition of the IMF as a truly multilateral institution is crucial. Democratic legitimacy and participation are not contrary to the pursuit of sound policies and of the purposes of the IMF. 
